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RD I nstruction 2006- M

PART 2006 - MANAGEMENT
Subpart M - Managenment Control System
§ 2006. 601 Ceneral

(a) The Federal WManagers' Financial Integrity Act (FMFIA) of 1982
mandat es that each Agency in the Executive Branch of the U S. Gover nment
establish and maintain a nanagenment control systemto assure:

(1) Ovbligations and costs conmply with applicable |aw

(2) Funds, property, and other assets are safeguarded from fraud,
wast e, |oss, unauthorized use, or m sappropriation; and

(3) Revenues and expenditures are properly recorded, accounted for,
and reported.

(b) The FMFIA further requires that heads of Agencies report annually
to the President and Congress on the effectiveness of the Agencies
managenment control systemnms and del egates responsibility for gui dance on
i npl enentation to the Ofice of Managenent and Budget (OVB) and the
CGeneral Accounting Ofice (GAO.

(c) The OVMB Circular A-123 placed an additional requirement on each
agency in the Executive Branch of the U S. CGovernnment by mandating that
prograns are effectively and efficiently carried out in accordance with
appl i cabl e | aw and managenent policy.

(d) This Instruction defines Rural Devel opment’'s m ssion area
managenment control system details the procedures to inplement this
system and describes its reporting requirenents.

(e) The State Internal Review (SIR) Handbook, as described in §2006. 603
of this Instruction, should be used to review the specific

adm ni strative/program functions regardl ess of which office is
conducting that function (i.e., programfunctions that have been
centralized in the State Ofice).

(f) Managenment control reviews are conducted on a 5-year cycle of al
assessable units within the Rural Devel opnent nission area utilizing
hi gh I evel control objectives and techni ques devel oped by managenent.

DI STRI BUTI ON:  W&DC Adm ni stration
Managenent
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RD I nstruction 2006- M

8 2006. 602 Sources of information

The following is a list of docunments, |aws, regulations, and gui dance
pertai ning to managenent control systemrequirenents applicable to Rura
Devel opnent :

(a) Federal Managers' Financial Integrity Act of 1982.

(b) OWB CGircular A-123, Mnagenent Accountability and Control, dated
June 21, 1995.

(c) OWB Internal Control Guidelines dated Decenber 1982.

(d) Standards for Internal Controls in the Federal Governnment issued by
GAO in 1983.

(e) U S Departrment of Agriculture (USDA) Cuide for Managenent Contro
dat ed August 1985.

(f) USDA Departmental Regulation No. 1110-2, "Internal/Managenent
Controls."

(g) Inspector General Act Anendnents of 1988.
§ 2006.603 Definitions.

Action plan. A plan detailing how deficiencies identified in a review
wi Il be corrected.

Assessabl e unit. Functional areas or conponents within the Rura
Devel opnent m ssion area of an appropriate nature and size to facilitate
meani ngful ri sk assessnments and managenent control reviews.

Control objectives. Docunented policies/objectives to mninize and
control risks and ensure prograns operate as intended.

Control techniques. Docunented procedures to achieve control objectives
and assure adequate controls exist.

Corrective actions. Proposed solutions to deficiencies identified in
any of the review processes nentioned here. Each corrective action
shoul d contain specific activities/performance to elimnate or reduce
the occurrence of the deficiency, target dates for conpletion, and nanes
of officials responsible for inplenmentation
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§ 2006. 603 (Con.)

Entrance conference. A brief discussion by the reviewteamwth the
respective staffs held prior to, or at the beginning, of all on-site
revi ews.

Exit conference. An on-site conference or tel econference held at the
conclusion of all reviews for the review teanm s presentation of
findi ngs.

Fol | owup. The act of reviewing the corrective actions to assure that
they were inplemented as intended, and that the deficiencies are in fact
reduced or elimnated by the corrective actions.

Managenment controls. Managenent controls are the organization,
policies, and procedures used to reasonably ensure that:

(1) Programs achieve their intended results;
(2) Resources are used consistent with Agency m ssion

(3) Programs and resources are protected fromwaste, fraud, and
nm smanagenent ;

(4) Laws and regul ations are foll owed; and

(5 Reliable and tinely information i s obtained, maintained,
reported, and used for decision making.

Managenment Control Advisory G oup (MCAG. Advisory groups established
for Operations and Managenent (C&M), the Ofice of Community Devel oprent
(OCD), and each Agency within the Rural Devel opnent nission area, and
conprised of National Ofice and field | evel enployees. The MCAGs
report to their respective Agency Adm nistrator/Deputy Administrators
and the Seni or Management Control Council (MCC) on nmanagenent contro
issues within their Agency. The MCAGs devel op and recomrend a 5-year
managenment control review (MCR) plan for their group, to be reviewed and
approved for inclusion in the overall 5-year MCR plan for Rura

Devel opnent .

Managenent Control O ficer (MCO. Personnel in each State and in the
Nati onal O fice, who maintain a working know edge of all nanagenent
control issues and MCR docunents, provide gui dance to other managers on
MCR requi rements, and performtracking and followup activities to
assure inplenentation of corrective actions.

(03-10-99) PN 302



RD I nstruction 2006-M
§ 2006. 603 (Con.)

Managenent Control Review (MCR). A detailed exam nation of specific
functions to determ ne whet her necessary controls are in place and
produci ng the intended results, conpliance with applicable | aws and
regul ati ons, and provide solutions to reduce or elimnate any
defi ci enci es.

Mni-State Internal Review (Mni-SIR). A review of a segnent or section
as deened appropriate once a conprehensive SIR has been conpl eted and

wi Il not exceed the schedule for the next conplete review Several

M ni -SI Rs may occur between SIRs.

Nat i onwi de Sunmary Report of SIRs/Mni-SIRs. A nationw de conpilation
of State SIR sunmaries prepared by the Financial Managenent Division
(FND) .

O her reviews. Oher reviews, such as conputer, security reviews done
in accordance with OMB G rcul ar A-130, and financial systemreviews done
in accordance with OvB Gircul ar A-127 al so constitute MCRs.

Pre-exit conference. A joint work session of all team| eaders and
menbers, under the direction of the MCR coordi nator to discuss findings,
resol ve conflicts, and reach agreenent prior to the exit conference.

Resources. Personnel, information (such as reports, |oan and grant
docunents, conputer data), and assets (such as cash, equipnent,
i nventory property).

State Internal Review (SIR). Reviews conducted by SIR teans of overall
program and admini strative operations in field offices and centralized
program functions within a State.

Seni or Management Control Council (MCC). An advisory council conprised
of senior managenent and State Directors, as appointed by the Deputy
Under Secretary for Operations and Managenent to advi se and nake
reconmendati ons on internal control issues.

SI R handbook. National Ofice approved questionnaires for review of all
program and admini strative operations admnistered by the State. The
appropriate National Ofice programand administrative area will be
responsi bl e for updates and revisions. Coordination and consolidation
of all changes will be made on an annual basis by the FMD.
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§ 2006. 603 (Con.)

SIR team Team nenbers who conduct the SIRs within a State as
designated by the State Director

State Seni or Managenment (SSM team Team nenbers sel ected by the State
Director to preplan SIRs, and make reconmendations for final closure of
SIR reports.

State Summary Report of SIRS/Mni-SIRs. A summary of SIRRMni-SIR
findings identified by office, including reconmendations for training
needs.

Tracking System A nmethod for maintaining current information on the
status of MCRs, SIRs, investigations, audits, and hotlines/whistl ebl ower
conpl ai nts.

§ 2006. 604 Purposes.

The managenent control system consists of a series of mechanisnms to
det er mi ne whet her:

(a) Policies and procedures for naking, servicing, and |iquidating
| oans and grants are properly devel oped, issued, and inpl enented;

(b) Admnistrative functions (such as personnel nmanagenent, budgeti ng,
contracting, acquisition, and mai ntenance of space and equi pment, etc.)
are performed in an efficient and cost-effective manner

(c) Training is sufficient to provide for a skilled and know edgeabl e
wor kf or ce

(d) Resources are nonitored, reported, and secured agai nst fraud,
waste, |oss, and m suse;

(e) Functions and prograns vul nerable to | oss, msuse, and abuse are
identified and appropriate controls are installed or inproved,;

(f) Deficiencies are elimnated or reduced; and
(g) Appropriate officials are in conpliance with Rural Devel opnent

Nati onal and State procedures and regul ati ons, and make reconmendati ons
for corrective action.

(03-10-99) PN 302
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§ 2006. 605 Responsibilities.

(a) Deputy Under Secretary for Qperations and Management. The Deputy
Under Secretary for Operations and Managenent is the Rural Devel opnment’s
Seni or MCO responsi ble for assuring that Rural Devel opnent's m ssion
area mmintains an effective and efficient managenment control system and
for reporting to the Under Secretary, who reports annually to the
Secretary of Agriculture on whether there is reasonable assurance to

bel i eve that Rural Devel opnent's managenent control systemfulfills the
requi renents of the FMFI A and OVMB Circul ar A-123.

(b) Rural Devel opnent Agency Administrators. The Agency Administrators
for the Rural Devel opment m ssion area: Rural Business-Cooperative
Service (RBS), Rural Housing Service (RHS), and Rural Utilities Service
(RUS), are the Agency Senior MCGs responsible for assuring that their
respecti ve Agencies maintain an effective and efficient managenent
control system The Agency Adm nistrators are al so responsible for
reporting to the Under Secretary for Rural Devel opment annually on

whet her there is reasonabl e assurance to believe that the managenent
control systemfulfills the requirenents of the FMFI A and OVB Circul ar
A-123.

(c) Managenment Control Advisory Goup (MCAG. The MCAGis a working
group established for Operations and Managenent (&M, the Ofice of
Communi ty Devel opnent (OCD); and each Agency within the Rural

Devel opnent m ssion ar ea.

(1) Al MCAGs are chaired by the designated Managenent Contr ol
Oficer (MCO for Rural Devel opnment, the Director of the Financial
Managenment Division (FMD), and is conprised of representatives from

(i) Each programw thin an Agency;

(ii) Each administrative area within O&M

(iii) Policy and Pl anning;

(iv) The Ofice of Comunity Devel oprment; and

(v) Field Ofices, including one State Director.
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§ 2006. 605(c) (Con.)

(2) Menbers of the MCAG will:

(i) Becone famliar with all phases of Departnmental, Ofice of
Managenent and Budget (OVB), and CGeneral Accounting Ofice
(GAO gui dance on nmanagenent controls.

(ii) Meet at least quarterly, or at the call of the

Chai rperson, to discuss ongoi ng managenent controls
initiatives, plan new initiatives, and to revi ew and eval uate
the inplenentation status of previously approved matters.

(iii) Report through the chairperson, their Agency

Adm ni strator and the Senior MCC, on identified contro
weaknesses, deficiencies, m snmanagenment, or other problens,
al ong with recommended corrective actions and esti mated
resources required to correct them

(iv) Advise and assist Agency nanagers in the various phases
of managenent controls, including the conducting of risk
assessnents, managenent control reviews, or alternative
corrective actions.

(v) Establish mlestones, plans, and target dates for planned
actions.

(vi) Performfollowup checks and reviews to ensure that
approved corrective actions have been inpl enented and have in
fact, corrected the problen(s) they were designed to correct.

(vii) Submit managenent controls updates quarterly to their
Agency Admi ni strator and the Senior MCC.

(d) Seni or Managenent Control Council (MCC). The Senior MCC is chaired
by the Deputy Under Secretary for Operations and Managenent and consists
of senior |evel managenent to establish and eval uate the managenent
control programwi thin Rural Devel opnment.

(1) The Senior MCC duties are to:
(i) Assess risk and make recomendati ons regardi ng nateria

weaknesses, vul nerabl e/ high risk areas, and needed i nprovenents
wi thin Rural Devel oprent;

(03-10-99) PN 302
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8§ 2006. 605(d) (1) (Con.)

(ii) Make reconmendations concerning: material weaknesses
that warrant disclosure in Rural Devel opnent’s annual report to
the Secretary; and appropriate statements of assurance and
conpliance to be included in Rural Devel opnent’s annual FM-IA
report;

(iii) Assess risks identified by the Agency MCAGs as a result
of problens identified and reported to the Agency

Admi ni strators;

(iv) Set goals for managenent accountability with w der view
and nore perspective and tailor goals to neet overwhel m ng
needs/risks identified in a particular area, region, or State;
(v) Evaluate control objectives/techniques;

(vi) Evaluate program delivery;

(vii) Evaluate mssion conpliance;

(viii) Assure regulatory conpliance;

(ix) Evaluate the review process for effectiveness; and

(x) Determne the cause(s) of program strengths and
weaknesses.

(2) The termlimts of the Senior MCC nenbers are as foll ows:

(i) Al senior |level managenent will remain as Senior MCC
menbers indefinitely to maintain consistency;

(ii) The three State Directors’ seats will be rotated and
staggered as follows to retain state representati on w t hout
| osing all past experience:

(A) Each State Director will serve a termof three (3)
years; and

(B) New State Director selections to serve on the Senior
MCC will be made by the Under Secretary’s Executive
Counci| when a replacenent is necessary.
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§ 2006. 605 (Con.)

(e)
FMD i

Fi nanci al Managenent Division (FMD) Director. The Director of the
s Rural Devel opnment's designated mssion area MCOwith the

foll owi ng duties:

()
They

(1) 1In conjunction with the Seni or MCC devel ops, inplenents, and
adm ni sters managenment control policies that will provide reasonable
assurance that the intent of the FMFIA and OVMB Circul ar

A-123 are conplied wth;

(2) Serves as Rural Devel opnent's focal point of contact for all
MCR matters, including O G audits, hotlines/whistlebl ower

conpl aints, and investigations and GAO audits, unless otherw se
provided for, as well as liaison with the Departnment's OCFQ

(3) Provides training and information on the FMFI A and O G OvB/ GAO
requirenents; will provide training every 2 years to all MZOs on
their responsibilities and the National Managenent Control process;

(4) Sunmmarizes national MCRresults to identify weaknesses and
include the material deficiencies in the annual report on managenent
control s;

(5) Develops and maintains an effective formalized automated
tracking systemthat will allow for effective and efficient

nmoni toring of reviews, weaknesses, and corrective actions stemm ng
from Rural Devel oprment’s MCR process;

(6) Schedul es, plans and coordinates the National Ofice MCR
process for the Rural Devel opnment nission area; and

(7) Analyzes the fiscal year-end State Summary Report of SIR M ni -
SIRfindings for all States and distributes annually to all offices
a nati onwi de conpil ati on.

State Directors. State Directors are the designated Deputy MXCs.
are responsi ble for assuring the inplenentation of the SIR process

t hroughout their respective States.

(03- 10- 99)

(1) The State Director will designate in witing the State
Managenent Control O ficer (MCO to assist in carrying out the
responsibilities of the Deputy MCO. Publication of the MCO
designation will be provided to all State personnel so that
guestions and inquiries may be submtted to the MCO The State
Director will notify the FVD when there are any changes affecting
t he MCO desi gnati on.

PN 302
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8§ 2006. 605(f) (Con.)

(2) The State Director will assign, in witing, the designated
representatives to serve on the State Seni or Managenent (SSM team
Al'l program and adm nistrative areas will be represented on the

t eam

(3) The State Director will assign the designated representatives
from appropri ate programand adm nistrative functional areas as the
SIR team Each delegation will be in witing.

(4) The State Director and/or designee and State MCO wil |
participate either by attendance or teleconference in all exit
conf erences.

(5) The State Director will schedule the SIRs on a 5-year SIR plan.
The 5-year SIR plan will be updated annually to maintain a current
pl an of SIRs schedul ed over a 5-year period. Wen changes or
updates are made to the 5-year SIR plan, a copy nmust be sent to the
FMD, STOP 0707, 1400 Independence Avenue, S.W, Wshington, D. C.,
20250- 0707.

(6) The State Director will evaluate the performance of the State

MCO and SIR team nmenbers. This eval uation should be in conjunction
wi th their individual performance plans and conformto Depart nment al
Regul ati ons.

(7) After receiving recomendations fromthe State MCO and SSM
team the final decision to close the SIRreport will be left to the
State Director.

(8) The State Director will forward the State Summary Report of
SIR M ni-SIR findings, prepared in accordance w th paragraph (h)(11)
of this section, to the FVD, STOP 0707, 1400 | ndependence Avenue,

S. W, Washington, D.C, 20250-0707, no | ater than Decenber 31 of
each year. The State Director will ensure that a copy of the State
Summary Report of SIRRMni-SIR findings is sent to each office in
the state.

(9) The State Director will use the FMD devel oped nati onw de
conpilation of SIRFRMni-SIR findi ngs when devel oping the State’'s
Annual Training Plan to determ ne areas of training which need to be
conducted at the State and field office |evels.

10
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§ 2006. 605 (Con.)

(9)

State Seni or Managenment (SSM) team The State Director will

designate SSMteam nmenbers in witing. Al programand adm nistrative
areas will be represented on the SSMteam

(h)

(1) The SSMteamw ||l be responsible for selecting offices to be
revi ewed each fiscal year. The SSMteamw |l work with the MO in
devel opi ng and updating the SIR 5-year plan.

(2) The SSMteamw || review various managenent reports, Finance
Ofice reports, FOCUS reports, etc., to preplan the managenent

revi ew of each office. The SSMteamw || identify the major trends,
deficiencies, and weaknesses of functions to be reviewed to ensure
they receive proper enphasis during a review

(3) Copies of the various managenent reports will be provided to
the SIR team

(4) In conjunction with the MO, the SSMteamw || nake
recomendations to the State Director regarding final closure of SIR
reports.

State Managenent Control O ficer (MCO. The MCOw ||l have the

oversight responsibility as designated by the State Director to ensure

t hat
requi

(03- 10- 99)

the State remains within the purview of National Ofice
renents in the SIR process. The MCOw | 1:

(1) Report directly to the State Director and keep hi m her i nforned
of all issues relating to SIRs and M ni - SI Rs;

(2) Participate as the team coordinator for all conprehensive SIRs;

(3) Prepare an annual plan with the SSMteam for conducting the
SIRs and any known Mni-SIRs. A current 5-year SIR plan will be
mai nt ai ned and updated annually with a copy of all changes and
updates submitted to the FMD;

(4) Keep separate schedules for the SIR and Mni-SIR to ensure all
offices are reviewed on a five fiscal year cycle for SIRs and as
often as necessary for Mni-SIRs. SIRs should be evenly distributed
over the 5-year cycle so that twenty percent of all offices are

revi ened each year;

11
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§ 2006. 605(h) (Con.)

(5) Notify all offices 20 work days prior to any SIR and Mni-SIR

(6) Consolidate the reports fromthe SIR teaminto the approved
final format. Prepare a cover letter with a tinmeframe for initial
response for State Director signature;

(7) Be responsible for distribution of final report and cover
letter;

(8) Distribute copies of the reviewed office responses to SSM SI R
team for comment and recommendati on of closure for the State
Director;

(9) Consolidate responses from SSM SIR team and prepare subsequent
letters for State Director signature for followup of corrective
actions until State Director closure of reviews;

(10) Track and nmonitor status of corrective actions. An autonated
systemw || be used to inplenment and maintain a tracking system of
current information on the status of corrective actions for all
managenent control reviews, audits, investigations, and

hot | i nes/whi st ebl ower conplaints in the State;

(11) Submit results of SIRs and Mni-SIRs to the FMD as shown in
Exhibit E of this Instruction;

(12) Annually conplete a State Summary Report to identify statew de
trends based on weaknesses identified in SIRMni-SIR reports

conpl eted during the year. The State Summary Report of SIR/Mni-SIR
findings, together with a recommended training plan, will be sent to
the State Director for evaluation and consideration;

(13) Based on review findings, identify trends with respect to
systemati c probl ens which occur in a nunber of the offices reviewed,

(14) Serve as the State's focal point of contact for all managenent
review matters, except the RUS El ectric and Tel econmuni cati ons
Progranms. This includes MCRs, SIRs, O G audits and investigations,
GAO audits, and hotlines/whistlebl ower conplaints;

12
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§ 2006. 605(h) (Con.)

(15) Ensure pronpt handling and conpl eteness of all audit,
i nvestigation, and hotline/whistl ebl ower conplaint responses;

(16) Attend and participate in State Ofice staff meetings, program
review, and planni ng neetings; and

(17) Develop State procedures on managenent review matters.

(i) State Internal Review (SIR) team The State MCOwill serve as the
SIR team coordi nator for all SIRs. SIR team nmenbers will be designated
inwiting by the State Director. See Exhibit B of this Instruction for
details on the SIR team

(j) Rural Devel opnent Managers. Rural Devel opnent nanagers have
oversight responsibilities in the SIR process as detailed in Exhibit B
of this Instruction.

(k) Finance Ofice. The Deputy Chief Financial Oficer for Rural
Devel opnent, Finance Ofice, is responsible for assuring that adequate
accounting controls are in place and functioning properly to safeguard
agency resources and to adm nister the progranms of Rural Devel opnent.

(1) Rural Devel opnent supervisors and nmanagers. Each Rural Devel opnment
supervi sor and manager i s responsible for maintaining effective and
efficient controls over resources, for periodically evaluating these
controls, and for performing timely inprovenent actions to reduce or
elimnate identified deficiencies.

(m Rural Devel opnent enpl oyees. Al Rural Devel opnent enpl oyees are
responsi ble for delivering the progranms of Rural Devel opnment Agencies
and providing the support services for these prograns in such a way as
to protect the public's resources fromfraud, waste, |oss, unauthorized
use, and m smanagenent.

§ 2006. 606 [ Reserved]

13
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§ 2006. 607 W©Mpaj or conponents of Rural Devel opment's nanagenent control system

Rural Devel opnent's nmanagenent control system consists of four mgjor
conponent s.

(a) GAO audits and O G audits and i nvestigations. GAO and A G audits
and investigations are conducted every year. They result fromthe
conti nuous oversight responsibilities of both organizations. Rural
Devel opnent Agencies al so periodically request O G to conduct

i nvestigations and audits. Reports of these audits and investigations
contain specific deficiencies with required corrective actions. OG
OCFO, and Rural Devel opment Agencies nonitor the inplenentation of the
corrective actions and report on themto the Secretary. See

RD I nstructions 2012- A and 2012-B for specific guidance on these audits
and investigations.

(b) MRs. MRs are detailed evaluation and review of functions from
t he hi ghest operational level to the |lowest. See Exhibit A of this
Instruction for conplete guidance on the Rural Devel opment Nati onal

O fice MCR process.

(c) SIRs. SIRs are conpl ete managenent control reviews of field
of fices and centralized programfunctions within a State. See Exhibit B
of this Instruction for conpl ete guidance on the SIR process.

(1) Followup on the SIRs will be conducted in accordance with
Exhibit D of this Instruction.

(2) Mni-SIRs will be conducted for any nodul e scoring a conpliance
score |l ess than 80 percent when a SIRis conducted. Mni-SIRs will
be conducted in accordance with Exhibit D of this Instruction.

(3) Reports on SIRs will contain identified weaknesses with
specific corrective actions. A State sunmary report of SIRRMni-SIR
findings will be due to the Deputy Under Secretary for Operations
and Managenent, Attention: FMD, STOP 0707, 1400 | ndependence
Avenue, S.W, Washington, D.C., 20250-0707, by Decenber 31 for the
preceding fiscal year. The FMD will review each State's SIR Summary
Report for conpliance with this Instruction and advise the State
Director and Rural Devel opnent Agency Administrators of the results
of the review

14
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§ 2006. 607 (Con.)

(d) FMDreviews. The FMD will performon-site reviews of States’
managenent control programto ensure conpliance with this Instruction
States will be scheduled and rotated on a 5-year cycle, but may be
reviewed nore often as determ ned necessary by the FVD Director

§ 2006. 608 [ Reserved]
§ 2006.609 Reporting.

(a) MR report. MR report requirenents are detailed in Exhibit A of
this Instruction.

(b) SIRreport. SIR report requirenents are detailed in Exhibit B of
this Instruction. Exhibit C of this Instruction is a sanple of a report
cover page.

§ 2006. 610 [ Reserved]

§ 2006.611 Annual report to the Secretary.

Rural Devel opnent nust report to the Secretary of Agriculture each year
on the status of its managenment control system The Secretary, in turn, mnust
report to the President and to the Congress on the status of the Departnent's
managenent control system

(a) The year-end report on managenent controls will be prepared by the
FMD based on information fromall sources in the Rural Devel opnent
m ssion area. It is due to the Secretary in Cctober, based on the

previous fiscal year's activities.

(b) The year-end report will contain the status of material weaknesses
and corrective actions identified in the previous year-end report. It

further will contain the identification of new material weaknesses and
corrective actions arising during the previous fiscal year

(c) The year-end report will be reviewed by the Departnent’s O fice of
the Chief Financial Oficer (OCFO and conbined into a USDA report.

§ 2006. 612 Expl anati on of exhibits.

(a) Rural Devel opnent’'s review mechani sms nmust be continuously flexible
since prograns are added, nodified, or deleted frequently. |In addition
di fferent conponents of the Agency (i.e. National Ofice, State Ofice,
field offices, and centralized programfunctions) will be focusing on
certain parts of the managenent revi ew system separate fromthe rest.
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§ 2006.612 (Con.)

(b) Each of the exhibits is nmeant to describe the current nmethods for
i npl enenting certain processes. They are subject to revision as

ci rcunst ances change and can be revised without the whole Instruction
bei ng af f ect ed.

§ 2006.613 Inquiries about nmanagenent control system

Inquiries about this Instruction or about any part of Rural Devel opnment's
managenment control system should be directed to the FMD

§§ 2006. 614 - 2006.650 [Reserved]

Attachnments: Exhibits A, B, C, D, and E

o0o
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MANAGEMENT CONTROL REVI EV6

This exhibit provides the policies and procedures for conducting
managenment control reviews (MCRs) of program and adm nistrative functions
wi thin Rural Devel oprent.

l. Pur pose of MCRs. An MCR eval uates exi sting nmanagenment controls within an
assessabl e unit fromthe hi ghest operational level to the |owest to determ ne
whet her necessary controls are in place and producing the intended results.
MCRs are conducted to:

(a) Determine if policies and procedures for making grants and maki ng
and servicing | oans are being inplenented as directed;

(b) Determine if policies and procedures for working with supported and
targeted conmmunities are being inplenmented as directed;

(c) Evaluate the effectiveness of adm nistrative operations including,
but not Iimted to, personnel managenent, contracting, financia
managenent, civil rights nonitoring, internal controls, and automated
syst ens;

(d) ldentify weaknesses or deficiencies in the program and
adm ni strative operations with specific corrective actions for their
elimnation or reduction

(e) Determ ne whether certain problemareas require further, nore
i ntensive review,

(f) Recognize effective field office activities in the delivery of
progranms and in the managenent of personnel and resources;

(g) Assess the effectiveness and efficiency of managenent controls to
m nimze the potential for fraud, waste, unauthorized use, or
m smanagenment in Rural Devel opnent; and

(h) Informthe Deputy Under Secretary for Operations and Managemnent,

Rural Devel opnent Agency Administrators, and senior managers of the
status of operations and internal controls.
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I1. Responsibilities.

(a)

The Fi nanci al Managenment Division (FMD) maintains prinmary

responsibility for the direction of the MCR process under the overall
supervision of the Deputy Under Secretary for QOperations and Managemnent.

Thi s

(b)

direction by the FMD i ncludes the foll ow ng:

(1) WwWorking with the Senior Managenent Control Council (MCC) and
t he Managenent Control Advisory G oups (MCAGs) within Rural
Devel opnent to establish and maintain a 5-year MCR pl an;

(2) Working with senior managenent and program rmanagers in
devel opi ng MCR work plans, defining the scope of the review, and
anal ysis of existing program dat a.

(3) Planning for each MCR, including notification of any field
offices that will be affected by the MCR and organi zati on and
preparation of the MCR review team

(4) Serving as team coordinator for each MCR, including the
direction of entrance and exit conferences and the preparation of
the final MCR report;

(5) Inplenenting followup activities to assure tinely conpletion
of corrective actions;

(6) Providing policy guidance and oversight to the National Ofice,
Finance Ofice, and State O fices on the inplenentation of the MCR
process; and

(7) Serving as the contact with the Ofice of Inspector General
(@, the General Accounting Ofice (GAO, and other organizations
on the Rural Devel opnent MCR process.

Rural Devel opnent Agency Administrators, Deputy Adm nistrators,

Assi stant Administrators, and Staff Directors support the MCR process
t hr ough:

(1) Assigning experienced personnel to serve as MCR revi ew t eam
nmenbers;

(2) Working with the FVD in preplanning the MCRs by review ng
exi sting data on the assessable unit(s) being reviewed to help
define the scope of the review,
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(3) Developing witten control objectives and techniques for all
| evel s of an assessable unit, and witten revi ew guides to be
utilized in an MCR, and

(4) Assuring that corrective actions are tinely inplenented to
i nprove overall operations.

(c) State Directors participate in the MCR process in their States by:

(1) Assuring that State and field office personnel are avail able
and cooperative during the on-site part of the MCR process;

(2) Being receptive to reasonabl e reconmendati ons for inproved
operations throughout the State resulting froman MR report;

(3) Inplementing the required corrective actions by the schedul ed
dates for conpletion; and

(4) Conducting State followup efforts as well as cooperating in
National Office followup efforts to deterni ne whether the
identified weaknesses have been corrected.

(d) Responsibilities of the FMD MCR Coordi nator and MCR t eam nenbers
are contained in subsequent sections on the actual conducting of the
MCRs.

I11. Frequency and content of the MCRs.

A 5-year MCR plan will be devel oped by the MCAGs within Rural

Devel opnent, identifying assessable units, risk |levels of the assessable
units, and a schedule for reviews of the assessable units. The Seni or
Managenment Control Council (MCC) will review recomended plans from each
MCAG and establish a 5-year plan for all of Rural Devel opment. The 5-
year MCR plan will be reviewed annually, and revised, when necessary.

In a 5-year cycle, all assessable units will have undergone an MCR of
their operations.

V. Planning the MRs.

(a) Inthe third quarter of the fiscal year, MCAG neetings will be held
to review their 5-year MCR plans. Subsequently, the Senior MCC will
meet to review the results of the MCAG neetings and any revisions to the
5-year MCR plan for Rural Developnent. |In particular, the schedul e of
MCRs for the upcoming fiscal year will be reviewed, with attention given
to the following criteria:
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(1) MCRs acconplished within the previous fiscal year;

(2) Recomendations fromthe Senior MCC, the MCAGs and Nati onal
O fice managers;

(3) Recent changes with Rural Devel opment prograns and
adm ni strative functions; and

(4) Budget and staff resource considerations.

(b) The nunmber of MCR team nenbers will vary with each assessable unit
being reviewed. In determ ning MCR team size, consideration will be
given to the size of the assessable unit, |oan program casel oads,
previous review findings, and related information. National Ofice
seni or managers will select personnel fromtheir programand field
offices to participate in the MCR process when appropriate. The
Director of the FMD will select a MCR coordi nator fromthe FVD and a
team | eader for any programor administrative area that has two or nore
team nmenbers. Approval of all MCR teans will be obtained fromthe
Deputy Under Secretary for Operations and Managemnent .

(1) Team | eaders and nmenbers nmust be thoroughly know edgeabl e of
the subject to be reviewed and nust possess good eval uation skills.

(2) Team | eaders and nenbers shoul d avoi d conducting reviews in
States where they once worked in the State or field office. As soon
as team | eaders and nenbers beconme aware they nmay be revi ewi ng an
office that they once worked in, they nust notify the FMD. The FMD
Director will request another team nmenber selection in these cases.

(c) In preplanning the MCR, the FMD, senior managenent, and program
managers, will work together to determ ne the scope of the review,
identify resources necessary to acconplish the review, schedule the
review, and anal yze existing information regardi ng the assessabl e unit
bei ng revi ened.

(d) Prior to any scheduled review, the FMD will notify in witing, the
appropriate National Ofice program manager(s) and State Director(s)
confirmng the specific dates of the review At the sanme tine, the
appropriate National Ofice program manager(s) and State Director(s)
will be notified of the MCR coordinator, MCR team nenbers, and a
proposed itinerary of offices that will be included in the review

(e) Planning neetings of the MCR coordinator, MCR team | eaders, and
menbers, will be held prior to the MCR, under the direction of the MCR
coordi nator fromthe FMD. The planning nmeetings will be held by

tel econference and all MCR team nenbers are required to participate.

Pl anni ng neetings are held to:
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(1) Analyze the general control environment of the assessable unit
bei ng revi ewed;

(2) Schedule State Ofice(s) and field office(s) for review when
appropriate, (sonme functions are headquarters only);

(3) Develop tentative itineraries; and
(4) Discuss logistics of travel and acconmodati ons.

(f) Subsequent to the planning nmeetings and at |east 20 work days prior
to the on-site part of the review, the MCR coordinator will send the
appropriate National Ofice program manager(s) and State Director(s) the
final conbined itinerary for all MCR teans and participants as well as
the Iist of team nenbers. Sufficient copies of the itinerary and team
list will be sent for distribution to all appropriate offices.

(g) Certain programor admnistrative conponents may request that |oan
dockets or other information (e.g., personnel questionnaires) be

obt ai ned i n advance of the on-site part of the review These requests
wi |l be nade by the appropriate Deputy/Assistant Admi nistrators to the
State Directors. The extent and timng of these requests will be
coordi nated by the MCR coordinator and MCR t eam nenbers.

V. Conducting the MCR

(a) Each MCR team nenber nust use the appropriate review guide in
conducting the revi ew

(1) The MCR review guides will be devel oped or updated by the
appropriate National Ofice area. The FMD will be responsible for
coordi nation and distribution of the review guides to MCR team
nmenbers.

(2) The time allotted for the MCR shoul d be adequate for the MCR
team menbers to conplete the review

(3) The conmpleted MCR review gui des must acconpany the final report

by each MCR team These review guides will be maintai ned by the FMD
with the official MCRreport to provide an audit trail.

(03-10-99) PN 302



RD I nstruction 2006-M
Exhi bit A
Page 6

(b) An entrance conference will be held with the appropriate National
O fice program adm nistrative nanagers and State Directors and whonever
they wish to attend. All MR team | eaders and nenbers will attend the
entrance conferences unl ess previously approved by the FVMD. The
entrance conference provides the following to the National Ofice
program adm ni strative nmanager, and the State Director:

(1) Introduction of the MCR team nenbers;

(2) Explanation of the purpose, scope, and nethodol ogy (i.e., use
of docket and record reviews, questionnaires, and interviews) of the
assessnent; and

(3) darification of any itinerary questions or other concerns
rai sed by the National or State Ofice.

(c) On-site reviews of docunents, projects, and offices coupled with
interviews of Rural Devel opnent personnel take place at the National,
State, and field offices using the MCR revi ew gui des and the approved
itinerary. National, State, and field office personnel nust be

avai | abl e on the days scheduled for interviews with the MCR t eans.
Interviews may al so be conducted with borrowers, banks, other |enders,
conmuni ty groups, enployee associations, and other individuals and
groups as appropriate for the review

(d) Al MR team | eaders and nenbers shall neet for a pre-exit
conference to coordinate review findings prior to the exit conference
with National Ofice progranfadm nistrative managers and State
Directors. This joint work session under the direction of the MCR
coordi nator consists of the follow ng activities:

(1) At the start of the session, all teamleaders will provide the
MCR coordi nator with a copy of their findings as a draft report,

i ncl udi ng strengths, weaknesses, and reconmendations for corrective
actions.

(2) Each teamleader will orally present their findings to the
entire MCR team The MCR coordinator will conduct the conference
and any conflicts in team nmenber findings will be resolved before
the exit conference.
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(e) An exit conference will be held with the appropriate Nationa

O fice program adm nistrative nanagers and State Directors and whonever
they wish to attend upon conclusion of the on-site visit in a field

of fice and when an MCR has been concluded. Al MR team | eaders and
menbers participating in the revieww ||l attend the exit conferences.

(1) The purpose of the exit conference is to acquaint the Nationa
O fice program adm nistrative nmanagers and State Directors with the
probabl e findings which will be contained in the final witten
report.

(2) The duration of the exit conference varies; however for
pl anni ng purposes, at |least 2 hours should be all owed.

(3) The MCR coordinator will call upon each team | eader to

conci sely present a summary of the strengths and weaknesses
resulting fromthe review. Al findings, as presented in the pre-
exit conference work session, will be presented again w thout any
additions or deletions. Questions and comments for purposes of
clarification are encouraged.

VI. Final report of MCR findings and reconmendati ons.

(a) Al teamleaders nmust submit their final report to the FMD within
twenty work days fromthe date of the exit conference. The final report
must contain the same findings as presented at the exit conference, and
must be in the FMD approved format that the FMD provides to team

| eaders. The final reports nust be signed by the team | eaders and
menbers and cl eared through nmanagenent. Al supporting docunentation
will be sent to the FMD with the final report. Supporting data includes
all conpleted MCR revi ew gui des, review sheets, and any ot her
docunent ati on used to conplete the review The supporting docunentation
will be retained by the FMD with official file copies of MCR reports,
and does not becone part of the original final report sent to State

Di rectors.

(b) A consolidated final report will be issued by the FMD to al
appropriate National Ofice official(s) and State Director(s) with
revi ew findings, corrective actions to renove/reduce deficiencies,
responsi bl e persons for inplenentation of corrective actions, and
specific tineframes for inplenmentation of corrective actions.
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VII. Mintenance of records on MRs.

VI,

(a) Al National Ofice records, reports, guides, and questionnaires on
each MCR will be nmaintained by the FMD to permt an audit trail for use
by oversi ght organizations. These records will be kept by the FNMD for
five years or until the next MCR is conducted (whichever occurs first).

(b) The States should retain MCR records and docunments for five years
or until the next MCR is conducted (whichever occurs first). \Watever
corrective action is taken by the State shoul d be docunented and
maintained in a central file in the State Ofice.

Tracki ng of deficiencies and followup on corrective actions.

(a) The FMD will maintain a tracking systemfor findings and corrective
actions for all MCR reviews. The systemw || be updated on a routine
basis as actions are conpleted. Mre detailed discussion of the
tracking systemis found in Exhibit D of this Instruction.

(b) Afollowup systemto assure that corrective actions have taken

pl ace and have in fact resolved the weaknesses nust acconpany all review
processes. Exhibit D of this Instruction details the MCR foll ow up
systemas well as followup activities for other types of reviews.

(c) The MCR will be considered cl osed when the record shows that all

the corrective actions have been inplemented and the identified
weaknesses have been elimnated or substantially reduced.

o000
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STATE | NTERNAL REVI EW6

This exhibit provides the policies and procedures for the reviews of
field offices and centralized program functions by designated revi ew nenbers.
These reviews are called State Internal Reviews (SIRs) and consist of a
conpr ehensi ve eval uation by State nmanagers of the delivery of prograns and
adm nistrative functions within the State, excluding the Rural Utilities
Service (RUS) Electric and Tel econmuni cati ons Prograns.

I. Purpose of SIRs. The SIR process is a State managenent revi ew of
operations in field offices and centralized program functions to:

(a) Determine if policies and procedures for naking and servicing
| oans/ grants are being inplenented according to Rural Devel opnent
regul ati ons and poli cy;

(b) Determine if policies and procedures for working with supported and
targeted conmmunities are being inplenmented as directed;

(c) Evaluate the effectiveness of adm nistrative operations, including
but not Iimted to, personnel managenent, contracting, collections and
di sbursenments, civil rights nonitoring, and autonmated systens;

(d) ldentify weaknesses or deficiencies in the program and
adm ni strative operations with specific corrective actions for their
elimnation or reduction and tinmeframes for conpletion

(e) Recognize effective field office and centralized program function
activities in the delivery of prograns and in the managenent of
personnel and resources;

(f) Assess the effectiveness of managenent controls to mninze the
potential for fraud, waste, unauthorized use, or m snmanagenent in office
oper ati ons;

(g) Informthe State Director of the status of operations and controls
in all offices; and

(h) Informthe Rural Devel opment Deputy Under Secretary for Operations

and Managenment and Agency Administrators of the effectiveness of the
State's oversight responsibilities.
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Responsi bilities.

(a) The State Director is responsible for assuring the inplenmentation
of the SIR process throughout the State. The State's Managenent Contr ol
Oficer (MCO will be designated in witing and will assist the State
Director in conducting or directing the follow ng activities:

(1) Identifying State Senior Managenent (SSM team nmenbers in
witing to assist in preplanning the SIRs each fiscal year;

(2) Preparation of the annual plan for conducting the SIRs;

(3) Keeping a | og of schedul ed and conpleted reviews to ensure that
offices are reviewed on a rotation basis;

(4) Including the scheduled SIRs on a 5-year SIR plan;

(5) Assignment of State Ofice staff in witing to serve on the SIR
teamto conduct reviews of field offices and centralized program
functions;

(6) At the discretion of the State Director, an assignment of the
Rural Devel opnent Manager to acconpany the SIR teans on a review of
a district other than his/her own district on a rotating basis;

(7) Evaluation of the performance of the Chiefs/Directors, State
G vil Rights Coordinator/Manager, State Environmental Coordinator,
State Architects and Engi neers, and Rural Devel opnent Managers in
conducting these reviews in conformance with this Instruction;

(8) Review of the SIRreports in order to know the identified
weaknesses and to concur in the corrective actions;

(9) dosing the SIRreport when all corrective actions have been
i mpl enent ed; and

(10) Preparation and subm ssion of the annual State Summary Report
of the SIRRMni-SIR findings to the Deputy Under Secretary for
Qperations and Managenent, Attention: Financial Managenent Division
(FMD), STOP 0707, 1400 Independence Avenue, S.W, Wshington, D. C.,
20250- 0707, no |l ater than Decenber 31 of each year.
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(b) State Directors will use the FMD devel oped nati onwi de conpil ation
of SIRRMni-SIR findings in developing the State's Training Plan to
determ ne areas of necessary training to assist in inplenenting
corrective actions for weaknesses identified.

(c) The SSMteamw ||l assist State Directors in preplanning of SIRs.
This responsibility includes conducting or directing the foll ow ng
activities:

(1) Review and update of the 5-year SIR schedul e

(2) Review various managenent reports to preplan the SIR of each
of fice;

(3) ldentify major trends, deficiencies, and weaknesses of
functions to be reviewed to ensure they receive proper enphasis in
t he revi ew process;

(4) Provide copies of various nanagenment reports to SIR team
menbers; and

(5) In conjunction with the M3O review responses and make
recomendations to the State Director regarding final closure of SIR
reports.

I1l. Frequency and content of the SIRs.

(a) The SIRteamshall conplete reviews of all field offices and
centralized program functions at |east once every five years.

(1) The State Director may elect to conduct nore frequent SIRs
where maj or trends and weaknesses have been noted, or when a change
i n personnel occurs.

(2) Wen an analysis of various managenent reports indicates
possi bl e maj or adverse trends, deficiencies, or weaknesses, a SIR
wi Il be scheduled for those itens of concern

(3) The SIR Handbook provides the format and content for the review
of offices and centralized program functions.

(4) The SIR Handbook may be suppl enmented by the State Director to
address areas of concern or major enphasis within the state.
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(b) Each revieww Il result in a report covering all the prograns and
functions reviewed, identified strengths and weaknesses with corrective
actions, and followup efforts for the weaknesses. The reports are to
be maintained in the office reviewed and in the State Ofice until a new
review and report is conpleted on the sane office. In addition, the
Rural Devel opnment Managers will maintain a copy of each of the review
reports conducted on offices within his/her jurisdiction until the next
review is conpleted on that particular office.

(c) By Decenber 31 of each year, each State Director shall submt to
the Deputy Under Secretary for Operations and Managenent, Attention

FMD, STOP 0707, 1400 I ndependence Avenue, S.W, Washington, D.C, 20250-
0707, a summary of all SIR/' Mni-SIRs conducted during the previous
fiscal year. Exhibit E of this Instruction provides the format and
content for the annual State Internal Review Summary Report. The
summary report should contain the follow ng itens:

(1) Cover sheet with the foll ow ng
(i) Fiscal year of the report;
(ii) List of offices reviewed and revi ew dates;
(iii) SIR team nmenbers; and

(iv) List of program and adm nistrative operations/functions
revi ewed.

(2) An introduction in narrative or bullet formthat includes the
fol | owi ng;

(i) Background information on the State;
(ii) Purpose of the analysis;
(iii) Benchmark used to identify trends (e.g., weaknesses
noted in twenty, thirty, or forty percent of the offices
revi ewed); and
(iv) Areas with major trends identified.
(3) List of the trends by section as found in the SIR Handbook
Use the established benchmark to identify trends, such as a weakness

noted in thirty percent of the offices reviewed. Also list the
frequency rate of trends identified.
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(4) A summary analysis in narrative or bullet formthat includes
the foll ow ng:

(i) Indications and concl usions made from an anal ysis of the
trends identified;

(ii) Factors contributing to trends reported;

(iii) Areas where enphasis for inprovenent should be placed,;
and

(iv) Well-defined corrective actions for trends identified
with specific dates for conpletion and planned foll ow up
efforts.

(5) Programand adm nistrative trends that require National Ofice
attention and actions. |Include recomendati ons to strengthen
exi sting operations for National Ofice consideration.

(6) Conparative assessnent of the overall effectiveness of the
current year’'s performance with previous years’ operations.

V. Planning the SIRs.

(a) The MCO with the SSMteam shoul d develop a 5-year plan for
conducting the SIRs. Criteria for devel oping the plan are:

(1) Tine since the |ast review
(2) Management reports, previous review findings, and managenent’s
exi sting knowl edge of the field office and centralized program
functi on.
(3) Recent change of manager/supervisor position; and
(4) Budget and staff resource considerations.

(b) The SIRs should take place between October 1 - Septenber 30,

allowing sufficient tine for the preparation and subm ssion of the
annual State Internal Review (SIR) Summary Report by Decenber 31.
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(c) The MCOw |l be the team coordinator for all SIRs to assure
efficient use of all resources. 1In determning SIR team size,

consi derati on shoul d be given to | oan program casel oad, previous review
findi ngs, experience of personnel, and related information.

(1) The State Director will designate SIR team nmenbers in witing.

(2) The SIR team should be conprised of State Ofice staff who are
know edgeabl e of the area being revi ened.

(3) The SIR team nust consist of menbers that do not conplete the
work of the area being reviewed. (e.g., a Milti-Fam |y Housing
(MFH) loan programcentralized in the State Ofice cannot be
reviewed by a MFH Coordi nator perform ng the | oan maki ng/l oan
servicing functions of the MFH loans in the State.)

(4) SIR team nenbers will conduct the on-site visits and issue a
draft report at the exit conference and final report to the MO
The MCO and SSM team are responsible for nmonitoring inplenmentation
of corrective action and cl osure of reports.

(d) States may request assistance fromanother State in conducting SlRs
for centralized programfunctions if there are no other resources and
options available within their own State.

(1) The State Director requesting the assistance will send a
witten request to the State Director the request is being nmade of.

(2) After agreement has been reached, a designation in witing of
the SIR team menber(s) that will conduct the review will be provided
by the State requesting the assistance.

(3) Al correspondence and requests will be made through the MCOs
in each State with courtesy copies to the designated SIR team
menber (s) and their supervisor(s).

(e) States may request assistance fromthe National Ofice in
conducting SIRs for centralized programfunctions if there are no other
resources and options available. Requests nmust be in witing and
submtted to the Deputy Under Secretary for Operations and Managenent,
Attention: FNMD, STOP 0707, 1400 |Independence Avenue, S.W, Washi ngton,
D.C., 20250-0707. Requests nust be justified wi th background

i nformation and details outlining howthe SIRs will be acconplished if
assi stance is granted.
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V. Conducting the SIRs.

(a) The length of the SIRw Il be at the State Director’s discretion
The I ength nust allow enough tinme for the SIR team nenbers to performa
conpl ete review

(b) Each SIR team nmenber will use the appropriate section of the SIR
Handbook when conducting the reviews. A conprehensive review covering
all program and adm nistrative areas should be conducted. All questions
shoul d be answered, and “NNA” entered if the question is not applicable

(c) The MCOw Il notify offices being reviewed 20 work days in advance
of the actual review dates and all personnel must be avail able on the
days of the review, unless excused by the State Director

(d) The SIRteamw |l conduct a brief entrance conference with the
of fice being reviewed to di scuss the purpose and scope of the SIR being
conducted and any areas of concern

(e) The SIRteamw |l conduct the on-site portion of the review which
will consist of interviews with Rural Devel opnent personnel, borrowers,
bankers, other |enders, and review of projects, docunents, and | oan
files.

(1) Appropriate Rural Devel opment personnel in the offices reviewed
will be interviewed.

(2) The MCO and SIRteamw || determ ne what other interviews wll
be conduct ed.

(i) Sone borrowers should be contacted to learn of their

i nvol venent with Rural Devel opment and to make sure they are
legitimate borrowers and that the office staff are courteously
servicing the public.

(ii) Oganizations that deal with Rural Devel opnent routinely
(e.g., banks, other |enders, construction contractors, other
contractors, tenant groups, etc.) should be contacted to invite
their reaction to Rural Devel oprment’'s delivery of prograns and
to |l earn of any problem areas.
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VI .

(3) As a minimum at |least 10 dockets for individual-type

| oans/ grants should be reviewed by the SIR team nenbers in each
program area. For group-type |oans, a representative sanple of
dockets will be reviewed. The dockets should be pulled by the
reviewers, not by the office personnel being revi ewed.

(i) Loan dockets being reviewed will include | oans recently
cl osed, borrowers with servicing problens, guaranteed | oans as
wel | as insured | oans, property in inventory, and rejected
applicants.

(ii) Each docket reviewed should contain a notation indicating
the file was reviewed for the SIR and findings with
docunmentation are in the State Ofice official SIRfile with
signature and date by the reviewer.

(f) The SIRteamw |l conduct an exit conference at the end of the on-
site review process with the office staff to discuss general findings
and provide a witten copy of their findings. SIR team nenbers wll not
make recomendations for corrective actions and will not provide
corrective actions to office staff with the witten copy of their
findings at the exit conference.

(g) The Rural Devel opnent Manager, or a qualified designee, will attend
all SIR exit conferences in his/her jurisdiction

Report of SIR findings and reconmendati ons

(a) Wthin 10 work days of the SIR exit conference, the SIR team
menbers’ final original reports should be sent to the State Director,
Attention: MO

(b) The reviewed office will have 10 work days fromthe date of the
exit conference to respond with an action plan addressing the review
findings. The action plan should include proposed corrective actions
with details on how the deficiency will be elimnated or prevented from
occurring in the future, and specific timeframes for inplenmentation of
corrective actions. The action plan nust address each weakness
identified in the exit conference. The action plan should be sent

t hrough their respective district manager/supervisor, if appropriate, to
the State Director, Attention: MO
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(c) The MCOw Il conpile the SIR team nenbers’ final reports and the
reviewed office’s action plan with proposed corrective actions, and
present themto the SSMteam The SSMteamand MCOw || review the
findings and action plan to ensure each weakness is appropriately
addressed and the proposed corrective actions will correct the noted
deficiency. The SSMteam and MCO may accept, add, delete, or change the
action plan, insuring the corrective actions properly address the
weaknesses not ed.

(d) The MCOw Il conpile the final SIR findings and final action plan
with corrective actions after neeting with the SSMteam The
consol idated final SIR report should consist of the follow ng:

(1) Cover sheet, as shown in Exhibit C of this Instruction,
identifying the foll ow ng:

(i) Ofice reviewed;

(ii) Review dates;

(iii) Report date;

(iv) Date and type of the last review,

(v) Date of the exit conference;

(vi) ldentification of State Ofice and Area Ofice staff
participating in the exit conference;

(vii) Areas included in the review and

(viii) SIR team nenbers.

(2) An executive summary addressing the major findings and issues
with an overall summary analysis of the review,

(3) A separate sunmary of review findings by each program and
adm ni strative functional area revi ewed,;

(4) Action plans containing reconmendations with specific
corrective actions addressi ng each weakness and target dates for
conpl eti on;

(5) Tinefranes for witten foll ow up response;

(6) Dates/tinmefranes for next schedul ed conplete SIR and any M ni -
SIR, and
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(7) Al supporting documentation, which consists of conpleted
sections of the SIR Handbook and additional data collected while
conpleting the review. The supporting docunentation will becone
part of the original SIR report to be delivered to the MO and
mai ntained in the State Ofice operational file until the next
review i s conduct ed.

(e) The consolidated final SIR report will be issued within 30 work
days fromthe exit conference, under State Director signature with a
menorandum outlining the date a response is due and any ot her coments
as deened appropriate. The consolidated final SIR report will be
distributed as foll ows:

(1) Oiginal to the State Director, maintained by the MXQ

(2) Copy to the reviewed office;

(3) Copy to the Rural Devel opment Manager, when appropri ate;

(4) Copy to the SSM and SIR team nenbers;

(5) Copy to the Program Directors, Environnmental Coordinator, and

Cvil Rights Coordinator, unless they are already part of the

SSM SI R teans; and

(6) QO her personnel as deemed appropriate by the State Director.

Tracki ng of deficiencies and foll owup on corrective actions.

(a) The MCOw Il maintain an automated tracking systemto determine the
status of corrective actions resulting fromthe SIRs.

(b) Afollowup systemto assure that corrective actions have taken

pl ace and have in fact resolved the weakness nmust acconpany all review
processes. Exhibit D of this Instruction details the State's follow up
system for the SIRs.

(c) The Rural Devel opment Manager will insure corrective action is
taken on all recommendations delineated in a SIR report, as soon as
possi ble, or within prescribed tinefranes specified in the report.
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(d) The MCO and SSMteamw || nake recommendations to the State

Di rector when docunentation and the records show that all corrective
actions have been inplemented and the identified weaknesses have been
elimnated or substantially reduced. The State Director will make the
final decision to close a report based on the reconmendations fromthe
MCO and SSM team The office subject to the revieww ||l be notified in
witing, by the State Director, that the report is closed.

VIIl. Mni-SIRs. Conpliance scores of SIRs will be calculated for each
section in the SIR Handbook (e.g., Financial Mnagenment, Cvil Rights,
Personnel and Training, Single Fam |y Housing Application Processing, etc.).
Any section falling under an eighty percent conpliance score will require a
Mni-SIR of that section. Mni-SIRs are part of the followup process and are
detailed in Exhibit D of this Instruction.

o0o
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Title
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Title

Single Fam |y Housi ng
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Water and Waste
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Brown, Rural
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Housi ng Director
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Hal |,
Bl ock,
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Conmuni ty Programs Speci ali st

Ri ght s Coor di nat or/ Manager
Coor di nat or

Smith, Contracting Program Manager

Human Resources Manager

Oficer

I nf ormati on Resource Manager

M nor, Business Prograns Director
Reynol ds, Rural Devel opnent Coordi nat or
Wight, State Cvil

Wiite, State Environmental
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RURAL DEVELOPNMENT
FOLLOW UP AND REPORTI NG SYSTEM

l. Pur pose and objectives of the foll owup system

(a) To ensure appropriate actions are taken on a tinely basis (wthin
prescribed tinmefranes) to correct or control identified deficiencies.

(b) To deterni ne whether deficiencies have been resol ved and desired
results have been achi eved.

(c) To verify that appropriate controls are in place and functioning as
intended to elimnate vulnerability to | oss of Agency resources due to
fraud, waste, m suse, m smanagenent, and m sappropriation.

(d) To provide sunmaries of National Ofice Managenent Control Revi ews
(MCRs), State Internal Reviews (SIRs), and required status reports.

I1. Conponents of the national foll owup system

(a) Witten status reports.

(1) MR Wthin the tineframes specified in the final MCR report,
the appropriate National Ofice progranf adm ni strative managers and
State Directors will be required to report in witing to the

Fi nanci al Managenment Division (FMD) on the status of corrective
actions stemming fromthe review Witten responses will be
required until all corrective actions have been inplenented and the
report is closed.

(2) GCeneral Accounting Ofice (GAO and Ofice of Inspector (AOQ
Audi t s.

(i) Action itens contained in the GAO and O G audit reports
must be initiated, conpleted, and reported within the
prescribed timefranes and in accordance with RD Instruction
2012- A

(ii) The need for an on-site followup review will be based on

the severity, frequency, and preval ence of deficiencies and the
status of corrective actions.
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(b) On-site followup reviewin the State. Wen appropriate, on-site
followup reviews will be conducted to ensure proper actions are taken
in MCRs and other reviews. The necessity for an on-site follow up
review will be based on the severity of deficiencies and the State’'s
status reports.

1. Method.

(i) Coordination. The FMD will oversee coordination of the
on-site followup reviews and reporting. Designated personnel
wi || conduct on-site reviews in the State and report findings
to the FMD concerning progress in correcting deficiencies
identified in the MCR report.

(ii) Reviewteam Team nenbers nust be conpetent and very
famliar with the operations of the area(s) they are assigned
to review The size and conposition of a reviewteamw || be
based on the degree of vulnerability and materiality of the
probl enms noted in the MCR report, and the nature and status of
corrective actions required. Deputy/Assistant Administrators
and Staff Directors in the National Ofice will select and
approve nenbers for the followup review teans.

(iii) Scheduling. On-site followup reviews are to be
conducted within 12-15 nmonths of the MCR date when required.

(iv) Scope. The scope of the followup review wi Il be based
on the severity, preval ence, and frequency of weaknesses

di sclosed in the MCR report, or other reviews as appropriate.
An O G audit or a program evaluation may have resulted in the
identification of significant problens which nmust be corrected.
The foll ow up review woul d i nclude an assessnent of whet her

t hese problens were corrected.

(v) Duration. Reviews will typically be conducted over the
course of 3 days or fewer. Tine spent in each office selected
for followup review will vary depending on the scope of the
revi ew (nunber of interviews, dockets sanpled, and records
revi ewed) .

(vi) Sampling. Ofices reviewed will include both a sanple of
of fices reviewed during the MCR and of fi ces which were not
previously reviewed during the MCR
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Nati onal Ofice reporting of on-site foll ow up review

(i) Due date. Teammenbers will submt witten reports on
findings, including strengths and weaknesses, to the FMD within
10 work days of the followup review.

(ii) Content. The reports will clearly describe the status of
corrective actions and concl usi ons regardi ng the progress made
in resolving deficiencies disclosed in the MCR report. Team
menbers are to document the specific dates that corrective
actions were conpleted and include this information with any

ot her docunmentation supporting the on-site review results and
concl usi ons. Docunentation supporting the findings is to be
submtted to the FMD with the witten report.

Concl usi ons.

(i) The need for any additional corrective action will be
determ ned by the results of the on-site followup review The
intent is to resolve all deficiencies in a responsible and
timely manner.

(A) If all corrective actions have been conpl eted and
the identified problens have been resol ved as verified by
the National Ofice on-site followup reviewteam the
MCR wi Il be closed and the appropriate National Ofice
officials and the State will be notified. No further
response will be required fromthe National Ofice
managers and the State Director.

(B) If corrective actions have been taken as recomended
in the MCR report but the deficiencies have not been
resol ved, then a subsequent plan of action will be

devel oped including tinmeframes for conpletion.

(C If corrective actions have not been taken as
recormmended, the appropriate National Ofice officials
and the State Director will be required to docunent the
reasons for this in a witten statement to the Deputy
Under Secretary for Operations and Managenent, Rural
Devel opnent, Attention: FMD, STOP 0707, 1400

| ndependence Avenue, S.W, Washington, D.C., 20250-0707.
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(ii) The appropriate National Ofice officials and State
Directors will be required to submt sem annual status reports
to the FMD until all corrective actions have been conpl et ed.

(c) Tracking system A fornmalized, automated tracking systemis to be
est abl i shed and naintained by the FMD and the State O fices. A central
person in the FVMD and the Management Control Oficer (MCO in each State
Ofice will be assigned and hel d responsible for nonitoring the status
of efforts to correct deficiencies. The automated tracking systemwi ||
be used to identify wi despread patterns of weaknesses, facilitate
updates on progress, and to prepare status reports and annual summaries
of MCRs, SIRs, and other reviewresults. The follow ng conponents are
to be included in the tracking system types of review dates of

revi ews, weaknesses disclosed in the review reports, corrective actions
conpl eted, conpletion dates (both proposed and actual), and nanmes of
those who are assigned to take corrective actions. This tracking system
will also include GAO and O G audits, O G investigations, and

hot | i ne/ whi st ebl ower conpl aints conducted in the States, Finance
Ofice, and National Ofice.

Conponents of the State foll ow up system

(a) Witten status reports.

(1) SIRs.

(i) Recomendations contained in the SIR reports must be
considered on a tinmely basis by the office subject to review
Concrete corrective actions are to be initiated pronptly and
conpleted on a tinely basis within prescribed tinefranes.

(ii) Wthin 20-60 work days of the date of the SIR report, the
Rural Devel opnent Manager will send the witten report fromthe
field office which clearly outlines the steps taken to correct
weaknesses identified in the report, along with a nenorandum
insuring all corrective actions have been made, or what
corrective actions remain to be inplenmented. The Rural

Devel opnent Manager will send a witten reconmendation for
closure of the report, or reconmendation for additiona
corrective actions to the State Director, Attention

Managenent Control O ficer.
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(iii) The State Director will require a witten status report
fromthe reviewed office every 60 work days until all
corrective actions and reconmendations noted in the review have
been conpleted. The status report nmust clearly item ze the
specific corrective actions taken and pl anned i n accordance
with the SIR report and specify conpletion dates for both

conpl eted and pl anned acti ons.

(iv) The pertinent State O fice programand adm nistrative
staff will review the status report for adequacy and conpliance
with the review report recomendati ons within 10 work days and
recomend to the State Director whether the report shoul d be
closed or if additional information is needed. Rural

Devel opnent supervisors and nanagers will be responsible for
ensuring that corrective actions are taken in their respective
jurisdictions and that identified weaknesses are elini nated.

(v) If needed, additional information or actions will be
requested fromthe office reviewed within 60 work days of the
initial status report date. Witten correspondence will
continue until agreenent is reached regarding the sufficiency
of actions taken to resolve deficiencies. Witten status
reports are to be submtted every 60 work days until all
corrective actions have been conpl et ed.

(vi) Al status reports will be cleared through the Rural
Devel opnent Manager with a reconmendation for closure of the
report, or a recomendation for additional corrective actions.

(vii) Once all corrective actions have been conpl eted, the
State Director will notify the office reviewed, in witing,
that the report is closed.

(2) AGaudits.
(i) Action itens contained in the OG audit reports nust be
initiated, conpleted, and reported within the prescribed
timeframes in accordance with RD Instruction 2012-A
(ii) The need for an on-site followup review will be based on
the severity, frequency, and preval ence of deficiencies and the
status of corrective actions.
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(iii) Followup review results and conclusions will be
reported in witing to the State Director within 10 work days
of the foll ow up review date.

(b) On-site followup reviews. Wen appropriate, on-site follow up
reviews will be conducted to ensure proper actions are taken in SIRs and

other reviews. The necessity for an on-site followup review will be
based on the severity of deficiencies and the subject office' s status
reports.

(1) Method.

(i) Coordination. The State Office MCOw Il oversee

coordi nation of the on-site follow up reviews and reporting.
State and desi gnated personnel will conduct on-site foll ow up
reviews and report the findings to the State Director regarding
the progress in correcting deficiencies identified in the

revi ew report.

(ii) Reviewers. Individuals responsible for conducting the
on-site followup reviews nmust be conpetent and very famliar
with the operational areas they are assigned to review. The
size and conposition of the on-site followup review teamwl|
be determ ned by the State Director. The State Director will
base the determ nations on the severity of the problens
disclosed in the review reports and the nature and status of
the corrective actions required.

(iii) Scheduling. The on-site followup reviews may be
conducted either in conjunction with the regularly schedul ed
periodic office visits or independently throughout the year.
Initial on-site followup reviews are to be conducted within 6
months of the date of the SIR report or within 6 nonths of the
target conpletion date for the subsequent action plan or OG
audit action itens selected for review Subsequent foll ow up
reviews are to be conducted at |east every 6 nmonths thereafter,
if needed, and will continue until the State Seni or Managenent
(SSM team MCO, and the respective Rural Devel opnent Mnager,
as appropriate, have verified and are confident that the
weaknesses have been corrected and effective controls are in

pl ace and functioning as intended. Corrective actions and
final on-site followup reviews are to be conpleted within 12
mont hs of the date of the SIR Final on-site follow up revi ews
for the subsequent action plan and O G audits are to be
conpleted within 12 nonths of the target conpletion dates for
the corrective action itens.
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(iv) Scope. The scope of the followup review wi |l be based
on the severity and frequency of weaknesses disclosed in the
SIR, other reviews, subsequent action plan, or OG audit as
appropriate. Followup reviews will be conducted in the

foll owi ng occurrences:

(A) A conpliance score of |less than 80 percent in a
program or administrative area during the SIR indicates
serious weaknesses that nust be checked. It is mandatory
that an area falling under the 80 percent conpliance
score will be included in a followup Mni-SIR  Mni-
SIRs of the identified deficient area will be conducted
until the conpliance score for that area reaches 80
percent conpli ance.

(B) The State Director, with recommendati ons fromthe
SSMteam MO, or SIR teans, may require additional Mni-
SIRs regardl ess of conpliance scores. Areas requiring
additional Mni-SIRs will receive special enphasis during
followup visits.

(C© Each nmjor area of weakness noted in the SIR report,
action plan, or O G audit as appropriate

(D) Each deficient area for which no or only mnima
corrective actions have been conpl et ed.

(v) Content. In review ng dockets as part of the follow up
review, those dockets which contained the identified weaknesses
or errors should be checked to make sure the problens were
corrected. In addition, sonme new dockets should be reviewed to
make sure that the process itself has been corrected and new
errors are not bei ng made.
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(c)

D

(2)

(vi) Duration. The on-site followup reviews will typically
be conducted over the course of 3 days or fewer. Tine spent in
each office selected for followup review wi |l vary dependi ng
on the scope of the review (e.g., nunber and conplexity of |oan
dockets, files, and records to be reviewed; conplexity of

probl ens and respective corrective actions required; nunber of
interviews to be conducted; nunmber of construction inspections
to be nade; etc.). On-site reviews are to be conducted in a
manner that will enable the reviewer to verify that:

(A) Corrective actions required in the SIR report,
subsequent action plan, and O G audit report have been
conpl eted, and

(B) The deficiencies have been elimnated and have not
recurred since the corrective action was taken

Reporting of on-site foll ow up reviews.

(i) Due date. On-site followup reviewers will submt fina
witten reports on findings and conclusions to the State
Director with a copy to the respective Rural Devel opnent
Manager, and the reviewed office, within 10 work days of the
final on-site foll ow up reviews.

(ii) Content. The witten reports will clearly describe the
status of corrective actions and concl usi ons regarding the
progress made in resolving deficiencies disclosed in the SIR or
O G audit. Reviewers are to docunent the specific dates that
corrective actions were conpleted and include this information
wi th any ot her docunentation supporting the on-site follow up
review results and conclusions. Reviewers are to retain
adequat e docunentation to support the findings and file this
information with the review report. Review docunentation is
adequate if the information is understandable to a reasonably
know edgeabl e revi ewner.

Concl usi ons.

(1)

The need for any additional corrective actions will be

determ ned by the results of the on-site followup review The

intent is to resolve all deficiencies in a responsible and tinmely
manner .
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(2) If all corrective actions have been conpleted and the
identified problenms have been resolved as verified by the on-site
followup reviewers, the revieww |l be closed and the office
subject to revieww Il be informed. No further response will be
required fromthe office revi ened.

(3) If corrective actions have been taken as recomended in the
review report but the deficiencies have not been resolved, then an
alternative plan of action will be devel oped including timefranes
for conpl etion.

(4) If corrective actions have not been taken as reconmended, the
Rur al Devel opnent Manager will be required to docunment the reasons
for this in a witten statement to the State Director.

o0o
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(STATE) STATE | NTERNAL REVI EW (SI R) SUMMARY REPORT
FI SCAL YEAR 20__

REVI EWED OFFI CES
REVI EW DATES

Area Ofice 1

01/29/00 -

02/ 02/ 00

Area Ofice 2

06/ 10/ 00 -
Local
03/ 11/ 00 -
Local
05/ 06/ 00 -
Local
07/ 15/ 00 -
Local
08/ 05/ 00 -
Local
08/ 26/ 00 -

06/ 14/ 00
Ofice A
03/ 15/ 00
Ofice B
05/ 10/ 00
Ofice C
07/ 19/ 00
Ofice D
08/ 09/ 00
Ofice E
08/ 30/ 00

Page 1

SI R TEAM MEMBERS:

Chri s Jones, Managerment Control O ficer, SIR Coordinator
M chael Smith, Rural Housing Program Director

Mary Brown, Conmunity and Business Prograns Director
Sue Martin, RUS Specialist (Water and WAst ewat er)
Charles Wight, Rural Devel opment Coordi nator

Jack James, G vil R ghts Coordinator/Mnager

Jane Wite, Environnental Coordinator

John Jackson, Contract Program Manager

*Joe Smith, BP Director from (neighboring state) reviewed the BP program
in the State O fice.

AREAS REVI EVEED:

Single Fanm |y Housing (Direct and Quarant eed)
Mul ti-Fam |y Housing

Busi ness Prograns

Comunity Facilities

Wat er and WAste Di sposal

Communi ty Devel opnent

Envi r onnent al
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Aut omati on
Pr ocur ement
Cvil Rights

Adm ni strative

Fi nanci al

Managemnent

O fice Managenent and Admini strative Services

Per sonnel

and Trai ni ng

NOTE: THE FOLLOW NG ENTRI ES ARE “SAVPLE” ENTRIES ONLY. THEY ARE NOT | NTENDED
TO BE USED AS PART OF YOUR REPORT.

( Backgr ound)

(Pur pose)

(Benchmar k)

(Maj or Trends)

I NTRCDUCT! ON

The State of (STATE) is noderately populated with a wide
variety of industries prospering within several md-sized
metropolitan cities. The State's rural areas are devel opi ng
several new projects through the Rural Devel opnent | oan
prograns of Community Facilities, Water and Waste D sposal
and Miulti-Fam |y Housing. The Single Fam |y Housing
guaranteed | oan programwas slow to start in many areas, but
has since grown into a large portfolio. Overall, the
State’s outreach efforts have been successful in keeping the
public infornmed of the progranms avail abl e through the Rura
Devel opnent m ssion area, and has many success stories from
bor r ower s.

The purpose of the SIR
Sunmmary Report is to identify statewide trends to aid in the
pl anni ng and conducting of future training needs, as well as
assist State managers in directing limted staff to problem
areas and potential problens.

The State is conprised of
5 Area Ofices and 25 Local Ofices. This SIR Sumrary
Report is based on reviews perforned in FY 1996 in 2 Area
Ofices and 5 Local Ofices. The admi nistrative areas
include all 7 offices reviewed (Area and Local) and the
program areas reflect findings appropriately for the 2 Area
Ofices and 5 Local Ofices.

The nobst prevalent trends noted in the summary are:

Lack of docunentation and attention to details in |oan
processing of all [oan prograns.
Saf e conbi nation i s not changed when required.
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SI R FI NDI NGS
FI NANCI AL MANAGEMENT
COLLECTI ONS

Strengths: The field offices have done an excellent job transitioning to the new
Centralized Servicing Center, and in working with borrowers to informthem of the
changes. Through the transition, we have had few conpl aints and have been able to
resolve all concerns with nmeetings and excell ent custoner service. Wth the changes in
the area of collections, nost of the deficiencies noted will be elimnated. However,
all field offices have been rem nded that appropriate and clear audit trails rnust
continue to exist for any collections that are received for processing. Until the
revision of RD Instruction 1951-B, field offices are operating under the current RD
Instruction 1951-B and interi mgui dance received fromthe Finance Ofice.

Weaknesses Corrective Actions Target Date
There i s no docunentation that CDM wi | | docunent daily/ weekly Due 1/1/00
a supervisory enployee is collection reviews by initialing and each
reviewi ng collection and dating each review quarter
activities. conducted. RDM wi || docunent thereafter
quarterly reviews with a witten until
(Area Ofice 2, Local Ofices report to the State Ofice, with closed.
A B) a copy to the reviewed of fice.
*C osed
4/ 30/ 00.
Saf eguar di ng
Conbi nati on of the safe is not COM wi || establish and mai ntain Due 1/1/00
changed when personnel who had a tracki ng system documnenting and each
access retire, resign, conbi nati on changes when quarter
transfer, or are discharged. required. A copy of the t hereafter
tracking systemw ||l be sent to unti |
(Area Ofice 1, Local Ofices the State Ofice quarterly for cl osed.
A B C D B revi ew.
*C osed
4/ 30/ 00.
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Di sbursenents

Treasury checks are not always
cancel ed/ negotiated within 20

wor ki ng days of the check date.

(Local Ofices A, C, B

SI NGLE FAM LY HOUSI NG ( SFH)
APPLI CATI ON PROCESSI NG

Strengths: Al

aut hority,

whi ch has reduced the need for

COM wi Il review Finance Ofice
reports 663A and 663B, for
conpliance of tinely | oan
closings. CDMw || report
gquarterly through the RDM to
the State Ofi ce.

grants.

Due 1/1/00
and each
quarter
thereafter
unti

cl osed.

*(Cl osed
7/ 30/ 00.

field offices have done an excellent job in maxim zing the 504 | oan
The State continues to excel

guarant eed program and there is a good working relationship with | enders Statewi de.

Agai n,

definitely inmproved the guaranteed program and | ender

Weaknesses

Wt hdr awal
i ncl ude the ECQA paragraph.

(Local Ofices B, C, D, E)

Eligibility determ nations are
not made within 30 days of a
conpl eted application, and/or
docunented on the

application.

(Local Ofices A, E)

good custoner service has benefited the State in several

letters do not always

not

ways,
rel ati onshi ps.

Corrective Actions

Effective i nmedi ately, the ECOA
par agr aph was added to all
required letters in the systens
dat abase to elimnate the
weakness. CDM nust send copies
of the next five wi thdrawal
letters issued to the State
Ofice.

CDM shoul d send copi es of the
next four applications to the
State Ofice for review RDMto
review quarterly and report to
State Ofice.

but

it has

Target Date
Due within
60 days of
report.

*C osed
4/ 30/ 00.

Due 1/1/00
and each
quarter
thereafter
unti

cl osed.

*(Cl osed
7/ 30/ 00.

in the



Loan Processing and O osing
Weaknesses

Prom ssory Notes are not
properly conpleted with changes
initialed by the borrower.

(Local Ofice Q

The Subsi dy Repayment Agreenent
is not properly conpleted, and a
copy filed in the borrower’s

file.

(Local Ofices C, D, E)

(03-10-99) PN 302
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Corrective Actions

CDM shoul d conduct revi ew of

exi sting Promi ssory Notes for
proper conpletion. Any changes
should be initialed by the
borrower. An action plan shoul d
be devel oped showi ng how t he
revi ew and necessary corrections
wi Il be acconplished within 6
nont hs.

CDM shoul d review all files
using the approved State
checkl i st for conpl eteness and
accuracy of information.
Docurent reviews in the case
file running record. RDMwill
review the next five closed

| oans and report to the State
Ofice within 60 days.

Exhibit E
Page 5

Target Date

Action plan
- due 60
days from
report.

| npl enent a-
tion due
within 6
nmont hs from
report.

*Action plan
recd.
4/ 30/ 00.

60 days from
the report.
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SUMVARY ANALYSI S

Three of the four major findings reported in FY 1996 were not recurring in FY 1997
Thi s indicates proper enphasis and attention was directed to inplenent corrective
actions to elimnate one of the major trends fromFY 1996. However, of the tota
trends reported in FY 1996, 38% were recurring in FY 1997, and 15% have been
recurring since FY 1990. This could be fromseveral contributing factors, such as:

Reor gani zation and its inmpact on staffing | evels and personnel changes
within field offices.

Loss of several enployees with over 25 years of experience fromrecent
buyouts and reorgani zati on, and | ack of training funds to properly

train new enpl oyees taking their places.

Less staff with nore job duties and responsibilities making attention
to all details nmore difficult.

Lack of proper work organization and prioritization of job duties.

Enphasi s and Trai ni ng

Enmphasi s for inprovenment should be placed on follow ng checklists and guides to
ensure proper docunmentation and all necessary fornms are in files. |In addition
staff meetings should be held to prioritize and organi ze work throughout offices.

Overall, a training schedul e has been devel oped to cover weaknesses found in all

| oan progranms. Rural Devel opnent Managers and State O fice staff will be training
all office staffs throughout the year. The first training session for Local Ofice
staff is planned for February 1999, after the first State and Area staff meetings
are held. The first training session for centralized programfunction offices is
pl anned for May 1999. Followup on the training will be done the next nonth by
reviewi ng new cases in order to nonitor whether the training was effective, to
assure conplete inplenentation of all corrective actions, and to elimnate
weaknesses. This schedule will be foll owed every other nonth until all staff have
recei ved the necessary training

Fol | ow up efforts have al so i ncluded Rural Devel opment Managers’ oversight of review
findings until the weaknesses have been corrected. The State plans to continue
oversight in this manner, and future training sessions as needed
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Recommendati ons for National Ofice

Qur reviews reflect that nost of the discrepancies found can be handl ed at the State
and Area levels. However, the one area in which we feel National Ofice assistance
is needed is in environmental training. Wile our reviews in this area did not
reveal any significant weaknesses, the limted funding and staffing the States have
make it difficult to achieve. |In the areas where limted or individual training can
be provided, States can nore easily acconplish such

Conpar ati ve Assessnent

More enphasis was placed on servicing in all loan programs, resulting in a reduction
of delinquency rates and | osses to the Government. As we become nore efficient at
our automation tasks, we can add new prograns and additional assistance to field
offices, as well as State Ofice. The training |evel and expertise of the staff,
particularly Local Ofice managenent personnel has inproved substantially.

The trends reported in the FY 1996 report received nore attention and enphasis this
year, with sonme inprovenent reported in this FY 1997 report. However, wth
continual staffing limtations, it is beconming nore and nore difficult to acconplish
all the required tasks without errors.

The outreach efforts in all |oan program areas has been very successful, as
i ndicated by the utilization of funds in all |oan programareas. This has increased
the loan portfolios of all |oan prograns, which also increases the workl oads.

However, custoner service has remained a priority and we continue providing the
community inval uabl e services. The State has nade great strides in reaching rura
America and providing services to such

/ Signed by the State Director/
(State Director’s Nane)
STATE DI RECTOR

o0o
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